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The annual meeting of shareholders will be held on Thursday, 
May 15, 2003 at 10:00 a.m. in the Strand/Tivoli Room of the 


Metropolitan Centre, 333 — 4th Avenue SW, Calgary, Alberta. 
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Tempest Energy Corp. is an oil and natural gas 
exploration, develooment and production enterprise 


operating primarily in Alberta. 


Our full-cycle exploration model and strategies 
have generated high rates of growth in 
production, reserves and undeveloped land. 
Growth is accomplished primarily through 
the drill bit with a component of strategic 
acquisitions within existing or new core areas. 
Our financial and operating discipline enables 
us to deliver strong netbacks while managing 


appropriate debt levels. 


Tempest closed its initial public offering in 
December 2000 and began trading on 
February 9, 2001. The Company now trades on 
the Toronto Stock Exchange under the symbols 


TMY.A and TMY.B. 


HIGHLIGHTS 


FINANCIAL 
($ except share data) 


Petroleum and natural gas sales 
Cash flow from operations 
Cash flow per share (basic) 
Net earnings 
Net earnings per share (basic) 
Working capital (deficit) 
Capital expenditures 
Shareholders’ equity 
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Production \ 
Crude oil and NGLs (bbls/d) 
Natural gas (mcfid) 

Barrels of oil equivalent (6:1) (boe/d) 

Prices \ 

Crude oil and NGLs ($/bb) 
Natural gas ($/mef) AS 
Barrels of oil equivalent (6:1) ($/bo0e) 
Undeveloped land \ 

Gross acres 
Net acres 
Average working interest (%) 

Proven and probable reserves 

Oil (mbbls) 

Natural gas (mmcf) 

Oil equivalent (mboe) 
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2001 2002 
Cash Flow ($ millions) 
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Production soared on 
Chipman oil production 
and Red Earth natural gas 
volumes. Undeveloped 
land holdings increased in 
both regions, which will 
support future exploration 
and development of new 
reserves. Company 
commissioned gas 
processing plant and 
pipeline at Red Earth and 
oil battery at Chipman. 
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2001 2002 
Cash Flow per Share 


2003 ($) (basic) 


Tempest is continuing exploration and development of both 


core areas and will begin evaluating a possible third 
exploration area. Company has a $40 million capital program 
that is expected to result in average daily production of 3,300 
boe per day, with an exit rate of 4,000 boe per day. 


2001 


Tempest discovered two key oil pools on a Chipman farm-in, 
which began development using horizontal well bores. 
Company began building an oil battery at Chipman. At Red 
Earth, Tempest found three new natural gas pools in the 
Bluesky Formation and began exploring the Granite Wash 
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2001 2002 
Production (boe/d) 
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Tempest launched a full- 
cycle exploration oil and 
natural gas company 

with an experienced 
management team. Team 
raised $7.1 million in initial 
public offering that utilized 
the A/B flow-through 
share structure. Company 
negotiated farm-in at 
Chipman, Alberta. 
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2001 2002 
Established Reserves (mboe) 


2002 


Ken Woolner Richard Dahl 
Ken Faircloth Scott Dawson Director VP Engineering & 
Doug Penner Director John Ramescu President, C.E.O. Harley Winger Operations Gerald Costigan 
VP Finance & C.FO. VP Land & Director Director VP Exploration 
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Two thousand and two proved to be another milestone year, in which Tempest Energy Corp. 
delivered on its corporate objectives and truly pushed ever outward in our pursuit of increasing 
value for our shareholders. We exceeded our targets on all fronts, with significant increases in 


production and established reserves — all achieved through internally-generated prospects. 


Throughout the year, we stayed firm to our business model and strategies that are centred on a 
full-cycle exploration and development regime in areas we are familiar with, and that offer multi- 
zone potential and medium risk. Consequently, we exited 2002 with a production base of 3,000 
barrels of oil equivalent per day and an extensive portfolio of defined drilling locations that will 


underpin our production growth well beyond 2003. 


A year ago, we set out specific objectives designed to ensure that we remain on track with our 
longer-term goals of consistent quarterly growth and profitability. These provide a yardstick against 


which to measure our performance. Here is how Tempest performed against its 2002 objectives: 


2002 Objective: Increase average annual production to 1,700 barrels of oil equivalent per day 
(boe per day), comprised of 1,200 barrels per day of oil and the balance natural gas. Achieve a 


target exit rate of 2,400 boe per day. 


Performance: Tempest achieved 2002 average production of 1,904 boe per day, consisting of 
1,475 barrels of oil per day and the balance natural gas. We exited 2002 with a production rate 
of 3,000 boe per day. 


2002 Objective: Attain cash flow of $8.0 million or $0.78 per 


weighted basic Class A share. 


Performance: Tempest generated $11.6 million in cash flow or 
$0.98 per weighted basic share, versus $1.6 million or $0.21 per 
weighted basic share in 2001. The record cash flow reflected a 
combination of higher commodity prices during the second half 
of 2002, increased production volumes during the year and 
significantly higher netbacks. In 2002, Tempest recorded an 
average operating cost of $4.82 per boe of production, 
compared to $5.68 per boe in 2001. This resulted in an average 
operating netback of $17.81 per boe of production in 2002, 
compared to $14.14 per boe in 2001. 


2002 Objective: A capital budget for the year of $16 million, of 
which $10 million was allocated to drilling and completions and 


$4 million to construction of facilities at Chipman and Red Earth. 


Performance: We expanded our capital budget to take advantage 
of our inventory of exploration and development locations, 
opportunities to add undeveloped acreage at competitive prices 
and higher commodity prices in the second half of the year. The 
$39.0 million of capital expenditures was allocated as follows: 
$19.0 million to drilling and completions, $5.7 million to land, 

$8.0 million to construct facilities at our two core areas, $4.7 million 


for acquisitions and $1.7 million for seismic. 


2002 Objective: Earnings before tax of $3.5 million or $0.32 per 
weighted basic Class A share. 


Performance: Earnings before tax in 2002 were $3.7 million or 
$0.33 per weighted basic Class A share, compared to $435,839 
or $0.06 per weighted basic Class A share in 2001. The growth in 
Tempest's earnings reflects our focused operations, high working 


interests, higher 


production, $ < 

operatorship and the % 
MILLION 

quality of our assets. CASH 
FLOW 


Red Earth natural gas plant 


By other performance benchmarks as well, 2002 was a 
remarkable year for our team. Our aggressive drilling program at 
both core areas of Chipman in Central Alberta and Red Earth in 
Northern Alberta resulted in a number of oil and natural gas 
pool discoveries, including two oil pool discoveries at Chipman, 
and a new Granite Wash light oil pool and additional natural gas 
discoveries at Red Earth. During the year Tempest drilled 

43 wells at an average working interest of 82 percent and an 
overall success ratio of 79 percent. In 2002 Tempest added 3.9 
million boe of established reserves at an average finding and 


onstream cost of $9.99 per boe on an established basis. 
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Both core areas play a vital role in maintaining consistent 
quarterly production growth. Chipman represents both a stable 
and growing production base with potential for further 
exploration. Red Earth is an under-explored area that offers 


opportunity for significant land capture and production growth. 


Currently, Chipman is Tempest's largest producing property, with 
17-19° API oil produced from three pools using multi-lateral 
horizontal wells. To date we have drilled 17 horizontal wells at 
Chipman and plan several strategic horizontal wells throughout 
2003, including several into our fourth oil pool discovery. We 
continued to consolidate our position in Chipman in 2002 with a 
strategic acquisition that increased our working interest to 98 
percent from 80 percent. The acquisition added production of 


350 boe per day at a cost of $14,285 per daily producing boe and 


established reserves of 0.5 million boe at a cost of $9.46 per boe. 


While competition for undeveloped acreage at Chipman has 
increased, we were fortunate to lever off our knowledge of the 
area and establish an early presence. In 2002 Tempest was 
successful in extending its land base west and southwest to add 
both oil and natural gas prospects. The Company now has 75 
sections of undeveloped land in the greater Chipman area. We 
have initiated full-cycle exploration on these lands with a series 
of 2-D seismic programs and a 3-D program adjacent to our 
existing Glauconitic oil pool discoveries. We have also 
identified several 100 percent working interest natural gas 


locations in the area. 
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A first-quarter 2003 success has tested at a rate of 2 million 


cubic feet per day of natural gas. 


At Red Earth, generally a winter-access area with potential for both 
oil and natural gas, Tempest has assembled significant land 
holdings and farm-in options for total access to more than 185,000 
acres. During 2002, Tempest made three important discoveries at 
Red Earth: two additional Bluesky natural gas pools and a 100 
percent Granite Wash oil pool. To date Tempest has assembled 
40 sections of land with Granite Wash light oil potential and 
accumulated substantial seismic coverage. During the 2002-2003 
winter drilling season, we drilled a total of five Granite Wash 
locations, including three discoveries, which we believe will 


generate multiple follow-up wells to be drilled next winter. 


At the same time, we are expanding our Bluesky natural gas 
exploration program at Red Earth, which to date has included 
the discovery of five new pools. The natural gas is being 
produced through our new natural gas plant and 45-kilometre 
sales pipeline, which was built and commissioned during 2002 


at a total cost of $8 million. 
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During 2002, Tempest began assembling acreage in two other 
regions in the Red Earth core area. At Equisetum, a 106-section 
farm-in, Tempest is targeting Wabamun natural gas at 500 
metres depth. First production from Equisetum was brought 
onstream in March 2003 at a rate of approximately 2 million 
cubic feet per day of natural gas. A second farm-in at Otter on 
104 sections has met with initial exploration success on two 
natural gas wells. Otter offers an important extension to our 


exploration plans beyond 2003. 
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Tempest has achieved rapid growth, and we are forecasting 
continued strong production gains. We will continue to 
emphasize cost control and to ensure a strong inventory of 
drilling opportunities. We will also continue to use debt 
judiciously and access equity markets in a way that is not overly 
dilutive. We have been proactive in adding professional staff to 
handle the demands of our growing company. In 2002, Tempest 


added an operations manager, as well as a senior geologist and 


ear 
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senior geophysicist, 
bringing our total staff 
complement to 


11 full-time employees. 


In 2002 cash costs, 
consisting of operating, 
general and administrative and interest expenses, were lower 
at an average of $5.89 per boe versus $6.62 per boe in the 
previous year. These lower costs reflect our corporate 
philosophy of operating our production as well as the diligence 
of our field personnel. Management has worked with many of 


our existing field staff at previous companies and believe they 


are some of the most experienced and responsible in the 


industry. 
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In 2003, Tempest will continue to evaluate acquisition 
opportunities that would expand our existing core area 
positions or launch us in a third core area. We believe there will 
be considerable opportunities to purchase assets as the major 
producing companies and multi-nationals shed non-core assets 
in the Western Canadian Sedimentary Basin in favour of 
international opportunities. These companies are tailoring their 
sales packages to the junior producers which currently have 
considerable access to equity markets. We envision that any 
acquisitions would be limited to approximately 25 percent of 


our existing market capitalization. 


POULIN OrEERINGS 
In 2002, Tempest began trading on the Toronto Stock Exchange 
under our original trading symbols. This provides Tempest with 


increased market exposure and credibility. 


The Company participated in two equity offerings during the 
year. In April, the Company completed a $13 million bought- 
deal financing of 3.3 million Class A shares at $3.90 per share. 
This was followed in the fourth quarter of 2002 with a $13.4 
million partial flow-through equity financing of 3.1 million Class 
A shares at an average price of $4.36 per share. We have been 
diligent in using equity strategically during our two-year history, 
yet have avoided front-end dilution through aggressive, value- 
added exploration growth. Tempest ended 2002 with only 14.7 


million Class A shares outstanding and an undrawn bank line. 
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Crude oil prices remain volatile due to the war with lraq and 
other geo-political events. We believe near-term prices will 
remain strong if OPEC maintains stable production. Natural gas 
prices are likely to remain firm based on greatly reduced gas 
storage volumes, declining North American supplies and 


recovery in the U.S. economy. 


In order to protect Tempest's cash flow, the Company 
implemented a modest hedging program in the fourth quarter 
of 2002. Specifically, Tempest has 800 barrels of oil per day 
hedged for 2003 at US$25.40 per barrel WTI. 


ZOOS @ OPES 

Tempest will continue its aggressive exploration program and 
is poised to add a greater component of natural gas and light 
oil to our corporate production profile. At the same time, our 
larger size will allow us to allocate more time to evaluating 
strategic acquisitions and potentially to be consolidators in 


our existing core areas. 


Tempest has established a 2003 capital program of $40 million, 
which would generate production growth of 73 percent to 3,300 
boe per day consisting of 2,650 barrels of oil per day and 


4 million cubic feet of natural gas per day. Our target 2003 exit 


rate is 4,000 boe per day. We have also set a cash flow target for 


the year of $20 million and earnings before tax of $8.0 million. 
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Tempest is in an excellent position to achieve its 2003 goals due 
in large measure to the quality of our professional and field staff 
and management team. We also appreciate the strength of our 
Board of Directors, which has been proactive in guiding us 
during the last two years. Our Board has become even stronger 
with the addition in 2002 of Mr. Ken Faircloth, a retired oil 
analyst, and Mr. Ken Woolner, President and Chief Executive 


Officer of Lightning Energy Ltd. 


On behalf of Tempest's management team, Board of Directors 
and our employees, we thank you, our investors, for your 


continued confidence and support for our endeavours. 


SSeS 


A. Scott Dawson, P.Eng. 
President, Chief Executive Officer and Director 
March 31, 2003 
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OPERATIONS STRATEGY 

Tempest's growth strategy is based on working familiar 
exploration plays that offer low evaluation cost, moderate risk, 
multiple-zone potential and the ability to progress from 
discovery to production quickly. The Company generates its 
prospects internally for maximum quality, and controls pace 
and cost by operating and maintaining a high working interest 


in land and infrastructure. 


The Company is growing mainly through the drill bit, augmented 
by selective acquisitions, and is focused in areas with proven, 
repeatable geologic models. In 2002, Tempest allocated about 
$26.3 million, or three-quarters of its 2002 capital budget, to 
drilling, seismic and acquiring undeveloped land. After the initial 
discoveries at Chipman in 2001, Tempest moved quickly to secure 
additional high working interest lands. The Company's innovative 
development strategy, using multi-lateral horizontal wells, has 


paid off in high initial production rates at relatively low cost. 


Tempest's move to Red Earth, another familiar area, diversified 
the Company's production mix and exploration risk, by tapping 
into both Bluesky natural gas and Granite Wash light oil 
reservoirs. In both areas, control of infrastructure has resulted 
in low operating costs and enabled us to capture additional 
opportunities. Overall, Tempest drilled 43 (35.3 net) wells in 


2002, generating strong reserves and production growth. 


Maintaining control through operatorship and ownership of 
infrastructure helps to ensure that growth is manageable both 
operationally and financially. Tempest was able to restrict oil 


development at Chipman during the first quarter of 2002, when 
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oil prices were suppressed. As prices recovered towards US$23 
per barrel of WTI, the Company accelerated its drilling program 


to bring on production in a more favourable price environment. 


Our accomplishments have resulted in a strong prospect 
inventory for 2003, and the Company expects to drill more than 
40 wells during the year. Tempest's increased cash flow from 
higher production, conservative debt position and proven, skilled 
team of experienced professionals position the Company for 


continued growth and the possible addition of a third core area. 


Success at Chipman reflects the quality of both Tempest's 
exploration and operations team in Calgary and our field 
operations personnel, led by Garry Calvert. On the construction 
and planning front, Rod Keller has been proactive in upholding 
environmental standards and maintaining good community 
relations. The team’s pride of operatorship, attention to detail 
and hard-working nature has helped to make Chipman and 


Red Earth premier properties. 


Rob Pinckston 
Exploration Manager 


David Griffith 
Manager of Geophysics 


Fred Laudel 


Manager of New Ventures 
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The Chipman core area, located 65 kilometres east of Edmonton, offers year-round access and well 
developed infrastructure. At the Company's inception, Tempest's exploration team focused on the 
multi-zone oil and natural gas potential of the shallow Cretaceous sandstones. From an initial farm-in 
of 3.5 sections in 2000, Tempest has grown the opportunity to where it controls more than 77 sections 
(49,280 acres) at an average working interest of more than 98 percent. In the first half of 2003, Tempest 
will produce its millionth barrel of oil from Chipman. Tempest achieved a 2002 exit rate of 2,714 boe 


per day at Chipman, producing from 15 horizontal wells in three pools. 
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Two oil pools were discovered in the Glauconitic Formation during 2002, adding to the two oil pools 
found in 2001. These discoveries found more than 10 metres of excellent quality oil pay at 840 metres 
depth. Exploration success to date reflects our detailed geology combined with extensive 3-D seismic 
interpretation. The Company will expand its 3-D coverage over new Tempest-controlled acreage in 


phases, starting with an 28 square kilometre survey in the second quarter of 2003. 


In March, Tempest made a 100 percent natural gas discovery that is expected to be onstream in the 
third quarter at an initial rate of 2 mmcf per day. Although subordinate to the Chipman oil exploration 
in 2002, the Company believes there is strong potential for natural gas pools with reserves of 1-5 bef. 
Several gas prospects have been identified and captured for the 2003 drilling program. The Company 
also acquired more than 57 sections (36,480 acres) of additional Crown and freehold rights through this 


area during the year, and will continue to aggressively consolidate its land position in 2003. 


IDE We LOR IRAE TET 

The Chipman Glauconitic channel oil is a low-sulphur, medium-gravity crude. Netbacks are attractive, 
exceeding Cdn$18 per barrel at an oil price of US$25 per barrel of WTI. The oil pools are developed 
by horizontal well technology, utilizing the latest seismic imaging techniques to place the well bores to 
intersect the highest reservoir quality sands. Tempest drilled 12 multi-lateral horizontal wells in 2002 


with 100 percent success. 


= z 
Garry Calvert 
Production Superintendent 
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Tempest has initiated horizontal development on its two new 
discoveries and in September 2002 drilled a test horizontal 
well within a new pool discovery. This well, Tempest’s first 
quad-lateral, is the best Chipman producer to date. With an 
initial rate exceeding 600 barrels of oil per day, the well 
produced more than 70,000 barrels of oil in the first four 
months. In the fourth pool, Tempest completed a quad-lateral 
well in early 2003 and results are expected to be known during 
the second quarter. Potential exists for another three to five 


horizontal development wells in this pool. 


In June 2002, Tempest acquired a partner's interest in 
the Chipman area for $4.7 million. The purchase added 
production of 350 boe per day and 0.5 million barrels of 
proven reserves, and raised Tempest’s working interest 


to 98 percent. 


ERODUGTIONSO LE RATIONS 

Tempest is exploiting the Glauconitic channel reservoirs by 
multiple-lateral horizontal development wells. In 2002, the 
Company reduced the inter-lateral spacing in the reservoir by 40 


percent, and increased the number of laterals from three to four 
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or five per well, in order to improve the reservoir recovery factor 
and recoverable reserves per pool. This approach also provides 


higher initial production rates and well payouts within six months. 


Tempest has also reduced costs by grouping the surface locations 
on multi-well pad sites rather than using individual wellsites. The 
Company has gained further economies by successfully using PDC 


drill bits in the horizontal laterals, which cut drilling time and costs. 


Tempest's 98 percent owned Chipman production battery came 


onstream in February 2002 and will provide production capacity 


Q3 O4 


1,911 2,662 


for several years. The average operating cost per barrel 
continues to decline as increased production volumes flow 


into established facilities. 


BO TORE rwLiaGy Ger EXPLORATION 
Based on a large undeveloped land base of 48,738 net acres, as 
well as our investment in facilities and seismic data, Tempest 
believes there is ample opportunity for growth in the Chipman 
region. Currently, the Company has a two-year prospect inventory 
and plans to drill numerous Cretaceous natural gas and oil 
prospects in 2003. The Company is forecasting average net 
production from Chipman of 2,600 boe per day, consisting of 


2,450 barrels per day of oil and 1 mmcf per day of natural gas. 
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The Red Earth core area is located in northern Alberta, 330 kilometres north of Edmonton. Exploration 
potential exists for both light oil and natural gas in several different plays at Red Earth and in the 
surrounding area. Tempest entered Red Earth in 2001, exploring for Cretaceous natural gas on a 

32 section farm-in. Exploration access is generally limited to the winter season, and over two winters 
Tempest discovered five natural gas pools in the Bluesky Formation and recognized oil and natural 
gas opportunities in other formations, making Red Earth its second core area. At year-end, Tempest 
controlled 178,000 gross acres of undeveloped land in the Red Earth area including farm-in option 
lands at Otter and Equisetum at an average working interest of approximately 69 percent. This 
compares to a year-end 2001 position of 27,400 gross acres at an average working interest of 


approximately 40 percent. 


INA EPURAL GAS 

The Bluesky Formation is a high quality natural gas reservoir at 400-500 metres depth. To date, over 
two successive winter periods, Tempest has discovered five Bluesky natural gas pools at Red Earth. 

In April 2002, the Company commissioned its new gas plant and 45 kilometre sales gas pipeline, 
infrastructure that will allow the Company to advance profitable exploration at Red Earth. As of March 
2003, Tempest had six Bluesky natural gas wells onstream, producing at a combined rate of 4 (2.5 net) 
mmcf per day. We expect that the Company's continued seismic and geological mapping will set up 


additional opportunities for the 2003-2004 winter drilling season. 


The Otter farm-in acreage, 30 kilometres west of Red Earth, encompasses 104 sections on which 
Tempest can earn a 60 percent working interest. The Banff natural gas play was confirmed by two 100 
percent exploration wells drilled in November that tested at rates of 1.8 mmcf per day and 2.2 mmcf 
per day. These were followed by two exploration wells in early 2003, which were uneconomic. Tempest 
will continue exploring on its acreage and is optimistic it can accumulate threshold reserves to support 


a 40 kilometre tie-in to its Red Earth gas infrastructure in 2004. 


Rod Keller 


Environmental Advisor 
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The Company also obtained a farm-in on 106 sections of land 

at Equisetum, immediately east of Red Earth. Tempest has 
extended its strategic pipeline to Equisetum in order to bring on 
initial production of 2 mmcf per day of natural gas from three 
100 percent Wabamun wells that were either recompleted or 
deepened in late 2002 by Tempest. Three Wabamun exploration 
wells drilled during the first quarter of 2003 were uneconomic. 
We have identified a number of opportunities in the Wabamun 


trend that we expect to follow up in 2003. 


GRUDE Ome ExXePL@eRATI@N 

The Devonian Granite Wash oil play was the centre of Red 
Earth's winter drilling program in 2002 and is now being 
aggressively expanded. The play offers light oil with recoverable 
reserves of 100,000-500,000 barrels per well and initial 
production rates of 100-300 barrels of oil per day. 


The Granite Wash oil play has an attractive risk/reward profile. 
The higher risk associated with this play is offset by the 
exceptional quality of crude oil that yields high netbacks and 


lengthy reserve life. 


Tempest has acquired 40 sections of land with Granite Wash 
potential and interpreted eight 3-D seismic datasets. During the 
first quarter of 2003, we acquired a proprietary 3-D seismic 
survey covering more than 31 square kilometres, which is 
expected to set up new prospects for this summer and next 


winter's drilling. 
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During the 2002-2003 winter season, Tempest drilled five 
Granite Wash exploration locations, resulting in three 
discoveries and two dry and abandoned wells. Two of the 
discoveries have significant potential for development drilling. A 
sixth exploration location will be drilled in the second quarter of 
2003 and a seventh planned winter location has been deferred 
in order to drill a higher impact summer location. We have built 
a blended portfolio of development and exploration locations 
which should reduce the risk profile of next winter's Granite 


Wash light oil drilling program. 


OUTLOOK 

Tempest has a strong exploration prospect inventory at Red 
Earth which will help us to significantly expand operations in 
this area. With initial production now established at Equisetum 
and positive drilling results at Otter, Tempest has a platform 
that will enable the Company to continue expanding its natural 
gas infrastructure and capture new opportunities. We 
anticipate earning a substantial portion of these farm-in lands 
over the next two drilling seasons. The high impact Granite 
Wash light oil continues to figure prominently in Tempest's 
portfolio of exploration prospects and development locations. 
Tempest also continues to evaluate additional land acquisition 
opportunities, ensuring that Red Earth will remain a growth 
area for the Company. Tempest is forecasting average 2003 net 
production from the Red Earth area, including Equisetum, of 
700 boe per day, comprised of 3 mmcf per day of natural gas 
and 200 barrels of oil per day. 
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Tempest natural gas plant 
Tempest natural gas pipeline 


Equisetum farm 
New 3-D seismic 
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Tempest continued to add to its undeveloped land base in 2002, through a combination of 
corporate acquisitions and focused Crown and freehold acquisition programs, as well as farm-in 
and other arrangements. Tempest’s total land holdings increased by 116 percent on a gross basis 


to 115,018 acres from to 53,341 acres in 2001. The average working interest increased to 77 percent 
Darren Kisser 


from 60 percent. Operations Manager 


The Company increased expenditures on land and leases by 177 percent, spending $5.7 million in 2002 versus the prior year's 


$2.1 million. Land and lease spending accounted for 14.7 percent of total 2002 capital expenditures of $39.0 million. 


Tempest's undeveloped land has been evaluated by Seaton-Jordan Associates Ltd. as at December 31, 2002 and is valued at 
$9.4 million. The following table summarizes Tempest’s undeveloped acreage at December 31, 2002. We define undeveloped 


acreage as lands which do not have any producing wells. 


LAND HOLDINGS 
2002* 


Average 
interest 


Average 
interest 


12,627 3 6,072 
97,614 | 75,411 77% __ 44,701 _ 26,084 
115,018 88,038 32,156 


Developed 


Undeveloped 
Total 


UNDEVELOPED LAND BY AREA 


2002* 2001 
(Acres) Gross Net Gross Net 
Red Earth 43,600 
Greater Chipman 49,476 
Other 4,538 
Total 26,084 


*2002 numbers do not include 134,400 acres of farm-in option lands at Otter and Equisetum. 
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DRIELING 
The following table categorizes the wells drilled by Tempest during the past two years by type and by classification, together with 


average working interests. Tempest's drilling activity was concentrated in two core areas of Alberta: Chipman and Red Earth. 


DRILLING ACTIVITY 


2002 2001 
(Number of wells) Gross Net WI. Gross Net WAI. 
Oil 
Natural gas 


Dry/service 
Total 
Exploratory 


Development 


Success rate (%) 


ERO DUGhioOmN 

Tempest's average production rate in 2002 was 1,904 boe per day, an increase of 478 percent from the prior year's 329 boe per day. 
Throughout the annual report, the Company reports production and reserves on an oil equivalent basis at the rate of 6,000 cubic feet 
per 1 barrel of crude oil. Production was weighted to crude oil from the Company's Chipman core area, which has been in development 
for two years. Crude oil and natural gas liquids production in 2002 was 1,475 barrels per day, while natural gas production was 2,575 mcf 


per day. 


PRODUCTION 
2002 2001 


Annual production 

Oil and NGLs (bbls) 

Natural gas (mcf) 

Equivalent barrels (boe @ 6:1) 
Average daily production 

Oil and NGLs (bbls) 

Natural gas (mcf) 

Daily (boe @ 6:1) 


538,278 99,761 
939,942 122,341 
694,935 120,151 


273 
339 


1,475 
2,975 
1,904 
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GAP GEA EXPE SN DGG EES 
In 2002, capital expenditures shifted toward establishing production at Chipman, while continuing to explore for Bluesky natural gas 
and Granite Wash light oil at the Company's Red Earth core area. Approximately half the budget ($17.1 million) was allocated to 


development and acquisition activities at Chipman, resulting in dramatic corporate production and reserves growth during the year. 


CAPITAL EXPENDITURES 
($000s) 2002 % of capital 2001 % of capital 


Land and lease $°5,731 15 oe 20/2 14 
Seismic 1,654 4 1,488 10 
Drilling and completions 18,965 49 TAVH 5) 
Property acquisitions 4,716 a4 - - 
Property dispositions = - ~ - 
Finding costs 31,065 80 MMeOST US 
Facilities 7,891 20 3,638 25 
Corporate assets 76 - LS = 
Finding and development costs 39,032 100 14,751 100 


2,397 ~ 
$ 41,429 


Future tax accrued on acquisition 


Total capital expenditures 
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All of Tempest’s reserves, production and future net revenue were independently evaluated by McDaniel and Associates Consultants Ltd. 
The evaluation of net present value before income tax is based on McDaniel’s price forecasts dated January 1, 2003. These prices are 
shown in the following tabular information for a three-year period. Tempest's working interest share of reserves before royalties and 


the present value of those reserves are summarized in the tables on page 23. 


RESERVES SUMMARY (before royalties) 


December 31, 2002 


Proven producing 
Proven non-producing 
Proven undeveloped 
Total proven 

Probable 

Total proven + probable 


Established 


NET PRESENT VALUE BEFORE INCOME TAX 


TEMPEST ENERGY CORP. - 2002 


Crude oil & Natural gas Combined 
liquids (mbbls) (mmcf) (mboe) % of proven 
1,859 1,314 2077 53 
- 5051 842 22 
976 145 996 25 

2/835 6,478 3715 

1,483 2,192 1,849 
4,319 8,670 5,764 68 

714 4,840 


Discounted at 


December 31, 2002 ($000s) 0% 10% 15% 20% 
Proven producing Sie2o/ 277,330 25,784 24,438 
Proven non-producing 8,368 5,916 5,064 4,374 
Proven undeveloped 275 9235 7,899 6,845 
Total proven 52,909 42,488 38,747 35,658 
Probable 26,710 18,324 15,700 13,690 
Total proven + probable 79,619 60,812 54,447 49 347 
Established 66,264 51,650 46,597 42,503 


REFERENCE PRICE FORECASTS 


Crude oil 
WTI at Cushing, Light Crude 
Oklahoma at Edmonton 
US$/bb! Cdn$/bbl 


2003 
2004 
2005 
2006 


26.00 
24.00 


22.90 
22.80 


Escalation rate of 2.6 percent 
per year thereafter 


Natural gas 


Alberta average 
field price 
Cdn$/mmbtu 


39.60 
30.70) 
33.40 
33.00 


Delo 
4.85 
4.65 
4.65 


Escalation rate of 
3.2 percent per year to 2010, 
2 percent per year thereafter 
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RESERVE RECONCILIATION 


Crude oil (mbbls) 
Proven Probable 


December 31, 2001 
Discoveries 
and extensions 


Acquisitions 
Dispositions 
Production 


Revisions of 
prior estimates 


December 31, 2002 


RESERVE RECONCILIATION 


(mboe) 


December 31, 2001 
Discoveries and extensions 
Acquisitions 
Dispositions 
Production 
Revisions of prior estimates 


December 31, 2002 


RESERVE LIFE INDEX 
December 31, 2002 


Production (mboe) 

Proven reserves (mboe) 

Proven reserve life index (years) 

Proven + probable reserves (mboe) 

Proven + probable reserve life index (years) 
Established reserves (mboe) 

Established reserve life index (years) 


Natural gas (mmcf) 
Proven Probable 


Total ; Estab. 


Proven Probable Total _Estab. 


GARITAL EEPLCIENGIES 


FINDING AND DEVELOPMENT COSTS (6:1) 


Capital expenditures 

Finding costst 

Development costs* 

Net capital costs 

Proven 

Net reserve additions (mboe)* 

Finding costs ($/boe) 

Finding and development costs ($/boe) 
Proven + probable 

Net reserve additions (mboe)* 

Finding costs ($/boe) 

Finding and development costs ($/boe) 
Established 

Net reserve additions (mboe)* 

Finding costs ($/boe) 

Finding and development costs ($/boe) 


* refer to net capital expenditures summary for details (page 22) 


* 


RESERVE REPLACEMENT (6:1) 


Production (mboe) 

Proven reserves (mboe) 

Net proven reserve additions (mboe) 

Proven replacement ratio 

Proven + probable (mboe) 

Net proven + probable reserve additions (mboe) 
Proven + probable replacement ratio 
Established (mboe) 

Net established reserve additions (mboe) 
Established replacement ratio 


$ 31,065,403 
7,966,457 


TEMPE S i ENERGY (GO RP. 


Inception to date 


$ 17,037,169 $ 42,237,132 
3,713,423 11,701,147 


$ 39,031,860 


$ 14,750,592 $353,/938,279 


32231 
9.64 
1201 


1,420.0 4,730.4 
Vere 8.93 


4,590.7 
6.77 
8.50 


10.39 11.40 


1,896.6 6,579.7 
5.02 6.42 
TAT 8.20 


refer to reserve reconciliation table for details (page 24) 


3,907.4 
795 
9.99 


=| 


ess ae) ),059-2 
6.65 7.47 
8.89 9.54 


2002 


AG 


REGYEEEAnLe 

The recycle ratio is a measure for evaluating the effectiveness of a company’s reinvestment program. The ratio measures the efficiency 
of turning a barrel of oil equivalent of reserves into a new barrel of oil equivalent of production. It accomplishes this by measuring the 
operating netback per barrel of oil equivalent of production to that year’s proven plus probable finding and development costs per 


barrel of oil equivalent of new reserves added. 


Operating netback ($/boe) 
Proven finding and development costs ($/boe) 


Proven reinvestment efficiency ratio 


Proven + probable finding and development costs ($/boe) 
Proven + probable reinvestment efficiency ratio 


Established finding and development costs ($/boe) 
Established reinvestment efficiency ratio 


INE DAS > 2 eV ALU 
Tempest presents a method for calculating net asset value below. This calculation is presented for December 31, 2002 and incorporates 
estimates at a point in time. It does not reflect all aspects of the Company, including tax pools and future exploration. An independent 


evaluation was performed on reserves and for land at December 31, 2002. 


NET ASSET VALUE —- ESTABLISHED 
Discounted at 


($000s, except per share amounts) 10% 15% 20% 


Present value of reserves, 
before income taxes, risked as to 50 percent for 
probable reserves at December 31, 2002 


Value of undeveloped land 
Working capital deficiency 


Long-term debt 
Net asset value 
Shares at December 31, 2002* 


Net asset value per diluted share 


* Includes 14,737,933 Class A shares outstanding plus conversion of 653,476 Class B shares at the year-end price plus 2,116,867 options 
exercised less shares purchased at the year-end price with funds from options exercised. 
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MeN AGii Vue SsiIDIS@USSIONTAN TD ANALYSIS 


The following discussion and analysis of results for the year ended December 31, 2002 is a review of 
operations, current financial position and outlook for the Company and should be read in conjunction with 
the audited financial statements for the year ended December 31, 2002 and the notes to those financial 
statements. Estimates provided for 2003 are based on assumptions of future events and actual results 


could vary significantly from these estimates. Production figures and the metrics derived thereof are 


calculated by converting natural gas to the crude oil equivalent at 6 mcf of natural gas to 1 barrel. 


Christina Anderson 
Executive Assistant 


SLUGINIEICAN TE FUN AINGrAI EVEN PSsitN DELLE YEAR: Nacine Hartley 

BND ED DEC EM. BReS 12 OO2 Office Manager 

e Daily average production, revenue and cash flow increased by 478 percent, 556 percent and 634 percent, respectively; 

e Tempest purchased an additional 18 percent working interest at Chipman for $4.7 million; 

¢ The Company raised $13.0 million of equity on April 10, 2002, issuing 3,333,332 Class A shares at $3.90 per share; 

¢ The Company raised $13.4 million on October 16, 2002, issuing 3,074,468 Class A shares at an average price of $4.36 per share, 
including $7.4 million of flow-through shares; 

¢ Tempest hedged oil production of 600 barrels per day in 2002 and 800 barrels per day for 2003 at US$25.40 per barrel WTI; and 


e On September 4, 2002 Tempest commenced trading on The Toronto Stock Exchange. 


SALES AND PRODUCTION 


December 31 2002 2001 % change 
Revenue 
Oil $ 17,132,012 $ 2,676,354 540 
Oil hedging (516,018) - 
Natural gas 3,748,379 427 486 777 
Total $ 20,364,373 $ 3,103,840 556 
Oil/natural gas ratio 77/23 83/17 
Production 
Oil (bbls/d) 1,475 273 
Natural gas (mcf/d) 7 7s) 335 
Total (boe/d) 1,904 329 
Average sales price 
Oil ($/bbl) 30.87 26.83 
Natural gas ($/mcf) S97, 3.49 


Combined ($/boe) 29.30 25.83 
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St RATEGI@ OVERVIEW OF 2002 —= OPERADLONs 

FUND SE BSVAIN GUA TEA GIGEVIGTE LES 

In 2002 Tempest experienced substantial growth in all key performance indicators. The most significant 
gains were achieved through the drill bit. Tempest’s production increased by 478 percent to an average 


of 1,904 boe per day (77 percent oil-weighted) in 2002, up from 329 boe per day (83 percent oil-weighted) 


in 2001. Production increased to an average of 2,819 boe per day in the fourth quarter and to 3,008 boe 


Roger MacLeod 


Corporate Secretary 


per day in December. 


The Chipman area continues to be a major focus for Tempest, contributing 1,633 boe per day of total 2002 production (2001 — 322 boe per 
day). Chipman provides Tempest with year-round access for exploration and continued development. In addition to the ongoing horizontal 
development drilling at Chipman, Tempest completed construction of a new oil battery in early 2002 and purchased an additional 18 percent 
working interest in the property (providing additional production of approximately 350 boe per day) for $4.7 million. Tempest drilled multi- 
lateral horizontal wells into three pools and commenced development of a fourth pool in early 2003. As well, the Company continues to 
be aggressive from an exploration standpoint. Tempest is currently shooting a 28-square-kilometre 3-D seismic program on Company 


lands. Tempest anticipates drilling a number of exploration wells to test new features and expand the Chipman play. 


The Company's second significant exploration and production area is at Red Earth in northern Alberta. Tempest commissioned a new 
natural gas plant and gathering system in April 2002 and signed farm-in agreements covering more than 200 sections in the region. 
Before completion of the 2002-2003 winter drilling season in this primarily winter-access area, Tempest had tied in additional wells at Red 
Earth and had constructed a gathering system to Equisetum, where the Company commenced natural gas production at the end of 
March 2003. At Otter, Tempest conducted exploratory drilling and plans to spend summer 2003 evaluating drilling results and land 
positions to determine if a gathering system will be built in the 2003-2004 winter season. Additionally, in the Red Earth area, Tempest 
has drilled and completed a number of deeper Granite Wash wells targeting light oil. These wells are in the early stages of production 


and Tempest plans to evaluate the area for additional summer development locations. 


Tempest continues to have a strong exploration focus. Exploration successes to date are triggering follow-up development activity, 


which will create a more even balance of exploration and development activities in 2003. 


One of the major risks facing a company during its rapid development stage is excessively leveraging the balance sheet. To control this 
risk and to allow the Company to avail itself of opportunities to acquire additional assets, Tempest conducted two equity financings in 
2002 as well as strategic hedging. On April 10, Tempest closed a $13.0 million equity financing, issuing 3,333,332 Class A shares at $3.90 


per share. The second financing closed on October 16, 2002 with the Company issuing 3,074,468 Class A shares at an average price of 
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$4.36 per Class A share consisting of $6.0 million of straight equity at $4.00 per Class A share and $7.4 million in flow-through shares at 
$4.70 per Class A share. 


Additionally, for risk management purposes, Tempest hedged production of 300 barrels per day of oil at US$25.20 per barrel WTI for May to 
December and 300 barrels per day of oil at US$25.40 per barrel WTI for June to December. Tempest has also hedged 800 barrels per day at 
US$25.40 per barrel WTI for all of 2003. The Company will maintain a reasonable level of leverage and has demonstrated that it will access 


sources of financing as required. With a clean balance sheet, Tempest continues to rapidly deploy capital as risked opportunities are created. 


FINANCIAL AND OPERATING SUMMARY 


Per Per 
weighted weighted 
2002 2001 basic basic 
2002 2001 % per boe per boe share share 
($000s) ($000s) change @ 6:1 @ 6:1 2002 2001 


Oil revenue 17,132 2,676 SAC ES 7S 1c6 3 ae ZO. 
Oil hedging (516) - (0.96) - 
Natural gas revenue 3,748 427 7/7 23.93 20.97 


~ 20,364 $ 29.30 $ 25.83 | $1.71 $040 


Combined oil and natural gas revenue 


Royalties (net of ARTC) 
Production expenses 
Field netback 


(4,638) 
(3,353) (682) 392 
12,373 


(6.67) (6.02) 
(4.82) (5.68) 
$ 17.81 $ 14.14 $ 1.04 $ 0.22 


Interest expense (148) (0.21) (1.43) 
Interest income 22 154 0.03 P29) 
General and administrative expense (1,701) (938) (2.45) (7.81) 
Partner recoveries 264 109 0.38 0.90 
G&A capitalized 860 733 1.24 6.10 
Income tax expense (38) - (0.05) = 
Cash flow from operations 11,633 1,586 634 | $ 16.74 $13.20 $ 0.98 $ 0.21 
Depletion and depreciation (7,671) GS) 578 (11.04) (9.41) 
Site restoration provision (268) (19) 1328 (0.39) (0.16) 
Earnings before income tax 3,694 436 756 \bueossen > 463.63 
Future income tax expense (1,656) (142) (2.38) (1.18) 
Net earnings 2,038 See 9S Mee oe 245 


2002 
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OILAND NATURAL, GAS REV ENUE 

Revenue from crude oil and natural gas sales for the year ended December 31, 2001 was $20,364,373, an increase of 556 percent from 
$3,103,840 for the year ended December 31, 2001. This very strong growth in revenues was fuelled primarily by the Company's 478 
percent increase in production to an average of 1,904 boe per day in 2002 from 329 boe per day in 2001. The overall production 
growth included a 440 percent increase in oil production and a 668 percent increase in natural gas production. Commodity prices 
also contributed to revenue growth, adding 15 percent to average oil prices and 14 percent to average natural gas prices. In 2002, 


88 percent of the Company's revenue was generated from Chipman. 


Based on ongoing development, Tempest anticipates production at Chipman to average 2,600 boe per day in 2003. Combined with 
natural gas production at Red Earth and Equisetum as well as Granite Wash oil production at Red Earth and other additional 
production, Tempest forecasts that its 2003 production will average 3,300 boe per day, weighted 80 percent to oil. With these levels 

of production, combined with the strong current commodity pricing and the Company's hedging program, Tempest expects to post 
significant revenue growth in 2003. The Company currently projects $35 million in sales revenue, $20 million in cash flow and $8.0 million 


in income before tax for 2003. 


fae I OXGHUING; 
Tempest incurred a hedging loss of $516,018 in 2002. The Company has hedged 800 barrels per day at US$25.40 per barrel for all of 
2003. Tempest's management considers hedging a valuable tool to offset the risk related to leveraged capital. Tempest will hedge 


periodically when price volatility would put the Company's capital program or internal debt guidelines at risk. 


HEDGING 

Period Commodity Volume (bbls/d) Price (US$/bbl) 
May — December 2002 Oil 300 25.20 
June — December 2002 Oil 300 25.60 


January — December 2003 


Re ryoAula EE Ess 

Royalty costs were $4,638,350 ($6.67 per boe) in 2002, compared to $722,723 ($6.02 per boe) in 2001. The increase relates directly to 
higher commodity prices as royalties averaged 23 percent of revenue in each year. After adding $500,000 in Alberta Royalty Tax Credits 
in 2002 (2001 — $230,501), Tempest had net revenue of $15,726,023 in 2002, up by 560 percent from $2,381,117 in 2001. 


TEMPEST ENERGY CORP. ~ 


Tempest's core properties were developed through exploration and are therefore eligible for ARTC. Based on current commodity prices 
ARTC is set at 25 percent of Crown royalties to a maximum of $500,000. Royalty rates for 2002 were as anticipated and Tempest expects 


that its corporate royalty rate will remain at 20-25 percent of revenues in 2003. 


ROYALTIES 

2002 2001 % change 
Oil $ 4,374,177 $ 803,684 444 
Natural gas 764,174 149 540 411 
ARTC (500,000) (230,501) ay 
Total $ 4,638,350 Gei22,123 542 


Per boe of production 
Percent of sales 


OPERATING COsits7AN DINED BACKS 

Operating costs were $4.82 per boe of production in 2002. On a unit of production basis, operating costs were down significantly from 
the 2001 average of $5.68 per boe. The gross operating cost of $3,352,536 in 2002 (2001 — $681,869) resulted in operating income of 
$12,373,487 in 2002 (2001 — $1,699,248). This translates to an average field netback of $17.81 per boe in 2002 (2001 — $14.14). These cost 
efficiencies were realized as a result of production increases and facility development at Chipman and Red Earth. The Company will 


continue to benefit from its investment in infrastructure, anticipating that unit operating costs will continue to average $4.00-$5.00 per 


boe in 2003. 


OPERATING EXPENSES 


2002 2001 % change 


Total $ 3,352,536 $ 681,869 392 


Per boe of production 


GEIN EB RALZAN DTAIDMIINISTRATIVE EXPENSES 

Net general and administrative expenses averaged $0.83 per boe of production in 2002, a slight increase from $0.80 per boe in 2001. 
The net general and administrative cost of $577,207 in 2002 (2001 — $96,494) is after partner recoveries of $263,611 (2001 — $108,568) 
and capitalization of $860,339 (2001 — $732,980). 


2002 


Sal 


SZ 


Salaries and office rent comprised approximately 66 percent of the gross general and administrative costs. Tempest had 11 employees at 
December 31, 2002 compared to seven at year-end 2001. All senior staff were each paid salaries of $90,000 plus bonuses of $25,000 in 2002. 


In anticipation of increased activity levels and a larger team of employees in 2003, additional office space has been leased as of May 2003. 


The Company forecasts that general and administrative costs per boe of production will remain flat in 2003. In 2002 production 
increases resulted in a significant decrease in general and administrative costs, before recoveries and capitalization, from $7.81 per boe 
in 2001 to $2.45 per boe in 2002. On a gross basis Tempest expects an increase in general and administrative expenses to fund higher 


salaries, additional staff and increased office rent. Tempest continues to closely monitor and control these costs. 


GENERAL AND ADMINISTRATIVE EXPENSES 


2002 2001 % change 
Gross G&A $ 1,701,158 $ 938,042 81 
Partner recovery (263,711) Pe GOSrS563) 143 
Capitalized (860,339) (732,980) 17 
Net G&A ss $ 577,207 Ue $ 96,494 498 
Per boe of production (gross) $ 2.45 $ 7.81 (69) 
Per boe of production (net) $ ee. 0.83 34 $ 0.81 j 2 


INTEREST INGOMEFAN Db EXPENSE 

Net interest expense was $125,413 in 2002 (2001 — $17,191). Included in this amount was $25,965 of interest accrued to the government 
relating to flow-through funds. The flow-through expenditures were renounced effective December 31, 2001 and interest is calculated 
based on eligible capital that remained unexpended at the end of each month after February 2002, on a declining balance, at the 
government's stated interest rate (5 percent to March 2002 and 4 percent until the remaining balance was satisfied in June 2002). To 
help offset interest expense, $22,102 of interest income was generated in 2002 by managing accounts payable and investing excess 
cash. Tempest estimates that its net interest cost per unit of production (2002 - $0.18 per boe) will be $0.20 to $0.40 per boe in 2003, as 
interest rates remain low and as assets continue to be leveraged with conservative levels of bank debt. Increased leverage through the 


use of bank debt would escalate interest costs and that in turn would reduce earnings. 
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INTEREST INCOME AND EXPENSE 


2002 2001 % change 
a i ISIS Fel 

On debt $ 121,550 $ 10,003 qAtS 
On flow-through 25,965 = _ 161,670 (84) 
Interest expense $4 7545: en fat OFS (14) 
Interest income rt m22 402 154,482 (86) 
Net interest 25.413 WA 
Per boe 


Bre REGIA LON VD ErP EET IONeAN DSSLiEr RESTORATION 

Corporations calculate depreciation, depletion and site restoration based upon capital expenditures, production rates and reserves. 
Tempest recorded $7,939,778 (2001 — $1,149,724) or $11.43 per boe of production (2001 — $9.57 per boe) in depletion, depreciation 
and site restoration expenses for the year ended December 31, 2002 on 694,935 boe of production (2001 — 120,151 boe). The depletion, 
depreciation and site restoration rate rose significantly on a unit of production basis over 2001 as 39 percent of 2002 capital was 
invested for the future into land, seismic and facilities. On a gross basis, the increase in expenses in 2002 over 2001 mostly reflects 
Tempest's strong growth in production volumes. For 2003, Tempest anticipates that its depreciation, depletion and site restoration 


cost will fall within the range of $10.00-$13.00 per boe, which is normal for this industry. 


DEPLETION, DEPRECIATION AND SITE RESTORATION 


2002 2001 % change 
Depletion and depreciation $ 7,671,299 $ 1,130,926 578 
Site restoration 268,479 18,798 1,328 
Total $ 7,939,778 $ 1,149,724 591 


Depletion and depreciation per boe 
Site restoration per boe 


Total per boe 


IN GOMETA ND 2@ Pil BReU AXES 

Tempest expended $41.4 million in capital in 2002 (2001 — $14.8 million) of which $7.2 million had no associated tax pools due to the 
flow-through share tax pool renouncements. This balance was comprised of $4.0 million in the December 2001 renouncement and $3.2 
million of expenditures related to the $7.4 million October 2002 flow-through. With budgeted capital expenditures of $40 million in 
2003, Tempest expects that it will have sufficient tax pools to offset the related 2003 and 2004 current tax liability. Of the budgeted 
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capital expenditures, $4.2 million will have no associated tax pools as this represents the unexpended December 31, 2002 balance 
related to the flow-through share offering which closed on October 19, 2002. Taxes payable beyond 2003 will become a function of 


commodity prices, production volumes and capital expenditures. 


Corporations pay a 0.225 percent large corporations capital tax (LCT) when their stated capital exceeds $10 million, although LCT will be 
reduced according to the latest federal budget. Tempest had a liability of $37,500 in 2002 (2001 — nil). The Company does not anticipate 


a significant amount of LCT for 2003. Capital tax liability beyond this point will be a function of prevailing rates and capital employed. 


ESTIMATED TAX POOLS 


Type ($ millions) December 31, 2002 December 31, 2001 Rate of claim 
€EE 100% 
€DE 2 A 30% 
VEC ; ; 7% — 100% 
Share issue : i 20% 
COGPE : : 10% 


Non-capital loss carry forward ; 100% 
Total 


*This excludes pool usage required in 2003 to offset $12.5 million of income that is included in 2002 for financial statement purposes but included in 2003 


for tax purposes. 


GAS Ele EEO, 

Tempest generated cash flow from operations of $11,633,367 in 2002, up by 634 percent from $1,585,563 in 2001. Of 2002 cash flow, 
$4,662,642 (2001 — $500,023) was generated in the fourth quarter. This cash flow performance translates to $0.98 per basic share 
compared to $0.21 per basic share in 2001. 


Based on the Company's forecast average 2003 production of 3,300 boe per day, Tempest anticipates 2003 cash flow to be 


approximately $20 million and earnings before tax to be $8.0 million. 


When a company follows the full cost method of accounting, as Tempest does, the cost of all wells, both successful and unsuccessful, is 
added to the capital base and depleted at the rate of production over the remaining oil and natural gas reserves. A ceiling test is then 
employed to ensure that the carrying value of capital assets in the financial statements does not exceed the undiscounted estimated future 
net revenue from proven reserves. For the year ended December 31, 2002 no write-down was required as Tempest's carrying value of 


capital assets exceeded the undiscounted estimated future net revenue from proven reserves. 


CASH FLOW 


2002 2001 % change Q4/02 
$7 11,633,367, 9 1,985,505 634 | $ 4,662,642 
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O4/01 % change _ 


Cash flow $ 500,023 832 
Cash flow per boe 16.74 13.20 Zh 17-98 07 98 
Cash flow per weighted Class A share $ 1:03.59 0.22 368 | $ 0.33 0.07 370 
Cash flow per weighted basic share 0.98 0.21 367 0.31 0.06 409 
Cash flow per weighted diluted share 0.88 O25 487 0.29 0.05 518 


NET EARNINGS 


Tempest generated net earnings of $2.04 million ($0.17 per basic share) in 2002, an increase of 593 percent from $294,240 ($0.04 per 


basic share) in 2001. This figure is after accounting for future income taxes of $1,655,679 (2001 — $141,599) and $37,500 in current taxes 


related to LCT. 


EARNINGS 

2002 2001 % change Q4/02 04/01 
Earnings $ 2,037,910 $ 294,240 593 | $ 653,312 $ (36,605) 
Earnings per boe of production 2.93 2.45 20 202 (0.71) 
Earnings per weighted Class A share 0.18 0.04 0.05 - 
Earnings per weighted basic share OeA7, 0.04 0.04 ~ 
Earnings per weighted diluted share 0.15 0.03 0.04 - 


SEN SULIVIEY ANALYSIS 


Approximate impact in 2003 ($) Revenue Per Class A share 
Natural gas (6:1) 
Change of Cdn$0.10/mef in average price 146,000 0.01 
Change of 1 mmcf/d in average production 1,022,000 0.07 
Oil and NGL 
Change of US$1.00/bb! WTI in average price 1,451,000 0.10 
Change of 100 bbls/d in average production 1,368,750 0.09 


E@uUThY 


Tempest successfully closed two equity financings in 2002. On April 10 the Company raised $13 million of equity upon issuing 3,330,002 


Class A shares at $3.90 per share, incurring share issue costs of $901,449. On October 16 the Company raised an additional $13.4 million 
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by issuing 3,074,468 Class A shares at an average price of $4.36 per Class A share, incurring share issue costs of $918,917. Of this total, 
$6.0 million of straight equity was raised at $4.00 per Class A share and $7.4 million was raised at $4.70 per Class A flow-through share. 


The Company renounced tax pools worth $7.4 million effective December 31, 2002 in Canadian Exploration Expense (CEE) to the 
holders of these new Class A flow-through shares. Of the renounced CEE, $6.4 million was direct CEE and $1 million was Canadian 
Development Expense deemed to be CEE. The Company incurred $3,171,379 of CEE up to December 31, 2002 and has until 
December 31, 2003 to incur the remaining $3,228,621 of CEE and $1 million of CDE on appropriate expenditures. The Company is 
paying interest to the federal government on funds that remain un-expended at the end of each month in 2003. Tempest estimates that 


the balance of the flow-through expenditures will have been completed by the end of March 2003, resulting in minor interest payable. 


On December 19, 2001 Tempest raised $4.0 million in a flow-through share equity transaction, incurring share issue costs of $286,012 
and issuing an additional 1,066,067 Class A shares at $3.75 per flow-through share. The Company renounced tax pools worth $4,000,001 
(CEE) to holders of the Class A flow-through shares effective December 31, 2001. None of the funds were expended in 2001. The full 


amount was expended by June 2002 on appropriate expenditures, incurring government interest of $25,965. 


BO NANG IN ES ELA Ross © US WAIN) CIN G 

At December 31, 2002 Tempest has 14,737,933 Class A shares (December 31, 2001 — 8,107,867) and 653,476 convertible Class B shares 
(December 31, 2001 — 653,476) outstanding. Please refer to Note 6 (a) in the notes to the financial statements for details regarding the 
convertible Class B shares. Tempest's shares were listed on the Canadian Venture Exchange (CDNX) on February 9, 2001 and were listed 


on the Toronto Stock Exchange on September 4, 2002 under the symbols TMY.A for the Class A shares and TMY.B for the Class B shares. 


Class A shares 


Opening December 31, 2001 8,107,867 
April 10th @ $3.90 B O83 092 
October 16th @ $4.00 1,500,000 
October 16th @ $4.70 flow-through 1,574,468 
Exercise of stock options 222,226 
Closing December 31, 2002 14,737,933 
Held by Management and Directors 24% 

2002 2001 
Weighted Class A shares 11,276,021 7,062,205 
Weighted Class B shares 653,476 653,476 
Basic shares outstanding 11,929,497 7,/15,681 
Stock option dilution (treasury method) 605,645 ; 598,643 
Conversion of Class B shares 722,263 = 1,992,176 
Weighted diluted shares outstanding 13,257,405 10,306,500 
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During 2002 Tempest granted 1,563,000 Class A share options at $3.60-$4.00 per share to employees, consultants and directors of the 
Company, bringing the total number of outstanding options at December 31, 2002 to 2,116,867, of which 984,000 are subject to 


shareholder approval. 


OPTIONS 
Opening Closing 
December 31, 2001 Issued Exercised Cancelled December 31, 2002 


789,467 1,563,000 222,226 13,334 2,116,867 
Avg. price: $3.74 Avg. price: $2.92 


4.1 years weighted 6.2 years weighted 
average contractual life average contractual life 


CLASS A COMMON SHARE TRADING SUMMARY 
The Toronto Stock Exchange TMY.A 
2002 High Low Average Volume 


1st Quarter $ 4.20 $ 2.95 $ 3.43 174,834 
2nd Quarter 5.00 3.50 4.10 485,010 
3rd Quarter 5.00 3.71 4.06 191,239 
4th Quarter 5.90 3.70 4.33 1,437,138 
2002 Total $ 5.90 $ 2.95 $ 4.19 2,288,221 


Year-end closing price 


$ 4.75 — 


2001 
1st Quarter — listed Feb 9/01 


Sato $ 0.90 $ 1.61 216,229 


2nd Quarter 3.00 15 DS 464 420 
3rd Quarter Bal) 2.00 2.58 175,400 
4th Quarter B25 2.45 aii, 268,650 


2001 Total 
Year-end closing price Paras 


$ 0.90 $ 2.36 1,124,699 


a: 


An average of 9,116 Class A common shares traded per day in 2002 compared to 5,008 shares per day in 2001. 


GARIICA Lee Geb IND i URS 

Tempest made $41.4 million in capital additions in 2002 (2001 — $14.8 million), of which $2.4 million relates to an accrual for future taxes 
on the 18 percent Chipman acquisition. Cash expenditures were $39 million in 2002 (2001 — $14.8 million). This major increase in capital 
expenditures reflects Tempest's vigorous program of growing its capital base, which was further reflected in the Company's significant 


growth in reserves and production in 2002. 


2002 
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CAPITAL EXPENDITURES 


2003 
($000s) 2002 % 2001 % Estimated % 
Drilling and completions $ 18,965 46 ¢ 7A/7 51 $ 20,000 50 
Equipment and facilities 7,967 19 313 25 10,000 25 
Land 5,734 14 2,072 14 7,000 17 
Acquisitions 4,716 11 - - - - 
Geological and geophysical 1,654 4 1,488 10 = 3,000 8 
Total capital spent 39,032 94 14,751 100 40,000 100 
Future tax accrual on acquisition 2,097 6 = = - = 
Total capital $ 41,429 100 Seta an 100 $ 40,000 100 


Tempest drilled 43 (35.3 net) wells in 2002 compared to 22 (15.9 net) wells in 2001. The Company added 52,913 acres (49,326 net) of 
undeveloped land plus an additional two farm-in agreements covering more than 100 sections (64,000 acres) each. Of the year's total 
expenditures, $25.6 million was spent at Chipman. This amount funded the acquisition of an additional 18 percent working interest for 
$4.7 million plus a related $2.4 million future tax accrual, acquiring additional lands for future exploration, drilling 23 (21 net) wells and 
completing construction of the oil battery. In Red Earth, Tempest spent $10.1 million, drilling 16 (10.5 net) wells, finalizing construction 


of the natural gas plant, sales line and gathering system, and acquiring additional undeveloped land. 


In 2002 Tempest posted finding and development costs of $9.99 per established boe of new reserves added (2001 — $8.89 per boe). 


FINDING AND DEVELOPMENT COSTS 


2002 2001 Inception to date 
Established reserve additions (mboe) 5,656 
Capital spent ($ million) SEY 
Tax accrual on acquisition ($ million) ; 2.4 
Total capital ($ million) 56.3 


F&D cost per boe of reserves added: capital spent 
Impact per boe of future tax accrual 


F&D cost per boe of reserves added: total capital 


Z003 CAPITAL PROGRAM 
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Tempest's 2003 capital program is estimated to be $40 million, of which $20 million will be funded through cash flow and the balance by 


the Company's working capital and banking facility. The bank will provide development funds based on Tempest's proven reserves from 


successful exploration and exploitation efforts. This would keep Tempest under its guideline of 1.5 times forward cash flow and maintain 


its under-levered balance sheet. 


Under the 2003 budget Tempest plans: to complete the Equisetum gathering system, which will tie into the Red Earth natural gas plant; 


drill additional horizontal oil wells at Chipman as well as exploration wells in the Chipman area; drill 10 shallow natural gas wells at Red 


Earth, Otter and Equisetum; drill deep oil wells at Red Earth; conduct a large 3-D seismic program at Chipman and Red Earth; complete 


its $4.2 million outstanding flow-through obligation; and develop other exploration opportunities. 


QUARTERLY DATA 


Production 
Oil ( bbls/d) 
Natural gas (met/d) 
Total (boe/d) 


Oil/natural gas ratio 


Financial 
Realized oil price ($/bbl) 
Realized natural gas price ($/mcf) 


Combined realized price ($/boe) 
Cash flow per boe of production ($) 


Net income before tax per boe 


of production ($) 


Working capital (deficit) ($000s) 


Capital expenditures ($000s) 


Class A shares outstanding (000s) 


Q1/02 Q2/02 03/02 Q4/02 Q1/01 Q2/01 Q3/01 Q4/01 
454 1,171 1,850 2309, 10 jis 454 509 
584 3,829 Sy} 2,522 89 S// 642 544 
DIZ 1,809 2,406 2,819 BS 123 561 600 

82/18 65/35 Tiles 85/15 40/60 92/8 81/19 85/15 
22.16 29.43 32.25 32.11 36.38 36.59 29.86 21.78 
3.44 3.85 3.12 5.47 8.60 525 25) 3.14 
21.89 27.19 2912 32.22 45.40 36.20 27.54 D3 
10.63 16.93 16.51 17.98 10.03 14.78 SY OW 
1.63 6.27 6.11 4.88 ey 8.84 7:32 (2.75) 
(11,371) (7,493) (13,605) (5,085) 5,261 2,852 (2,431) (2,358) 
COZ 2m OZ 9,849 8,632 1,855 2,574 6,180 4,142 
8,108 11,448 11,657 14,738 7,041 7,041 7,041 8,108 


2002 


So 
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RISK AN DPD LLOUlLD TiN 

Tempest mitigates exploration risk by employing a team of highly qualified and experienced professionals to pursue exploration and 
exploitation activities and to employ and control capital expenditures. Exploration projects are reviewed at a very early stage from all 
aspects including: corporate fit, environmental issues, timing, costs and reward potential. Identified risks are addressed and excessive 


risks are mitigated before any project is approved. 


Operational risk is mitigated as the Tempest staff addresses the continued development of a new or established reservoir, on a go- 
forward basis, in the same careful and calculated manner that it addresses exploration risk. Reserves are produced based on the amount 
of capital employed, production practices and reservoir quality. Tempest evaluates reservoir development based on timing and amount 
of additional capital required and the expected change in production volumes. Finding and development costs are controlled when 


capital is employed effectively on an economic basis. 


The financial risks of commodity prices and interest rates are largely beyond Tempest’s control. The Company's approach to managing 
these risks will be to maintain a prudent level of debt and to employ conservative forecasting and budgeting projections. As a guideline 


for monitoring maximum debt leverage, Tempest uses a 1:1 debt to equity ratio or a 1.5 times debt to forward cash flow ratio. 


In order to facilitate the development of Tempest's reserves, the Company entered into a $13.5 million revolving operating demand loan 
bearing interest at prime plus 1.5 percent. This credit facility is repayable on demand and is secured by a first fixed and floating charge 


debenture in the minimum face amount of $20 million. As at December 31, 2002, these facilities have not been drawn upon. 


With high levels of exploration activity, Tempest is very mindful of the ongoing liability levels attributed to a working capital deficit. 
Tempest uses bank lines to facilitate short-term liquidity management and has raised equity to reduce debt leverage and stabilize 


the balance sheet. Tempest forecasts that the working capital deficit in 2003 will be similar to that of 2002. 


Corporate assets are ‘also protected through adequate corporate insurance as well as a proactive approach to all safety and 


environmental issues. 
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MANAGEMENT'S REPORT TO THE SHAREHOLDERS 


Management is responsible for the integrity and objectivity of the information contained in this annual report 
and for the consistency between the financial statements and other financial operating data contained 
elsewhere in the report. In the preparation of these statements, estimates are sometimes necessary to make a 
determination of future values for certain assets or liabilities. Management believes such estimates have been 
based on careful judgements and have been properly reflected. The financial statements have been prepared 
using policies and procedures established by management and reflect fairly Tempest's financial position, results 


of operations and cash flow. 


Management has established and maintains a system of internal controls which are designed to ensure that 
financial information is reliable and accurate and to provide assurance that assets are safeguarded from loss or 


unauthorized use. 


KPMG LLP, independent auditors appointed by the shareholders, have examined the consolidated financial 
statements and McDaniel and Associates Consultants Ltd. have reviewed corporate reserves. Their examination 


provides an independent view as to the amounts and disclosures in the financial statements. 


The Board of Directors has reviewed in detail the financial statements with management and the external auditors. 


The Board of Directors has approved the financial statements as presented in this annual report. 


eee gual Ve 


A. Scott Dawson Douglas N. Penner 
President and Chief Executive Officer Vice President, Finance and Chief Financial Officer 
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AUDITORS REPORT TOWWHE SHAREROLDERS 


We have audited the consolidated balance sheets of Tempest Energy Corp. as at December 31, 2002 and 2001 and the 
consolidated statements of operations and retained earnings and cash flows for the years then ended. These financial statements 
are the responsibility of the Corporation’s management. Our responsibility is to express an opinion on these financial statements 


based on our audits. 


We conducted our audits in accordance with Canadian generally accepted auditing standards. Those standards require that we plan 
and perform an audit to obtain reasonable assurance whether the financial statements are free of material misstatement. An audit 
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes 
assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall financial 


statement presentation. 


In our opinion, these consolidated financial statements present fairly, in all material respects, the financial position of the Corporation as 
at December 31, 2002 and 2001 and the results of its operations and its cash flows for the years then ended in accordance with 


Canadian generally accepted accounting principles. 


IMG 


Chartered Accountants 


Calgary, Canada 
March 20, 2003 
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As at December 31, 2002 and 2001 


2002 2001 
ASSETS 
Current assets: 

Cash and cash equivalents $ 2,168,068 GA Beaoar, 

Accounts receivable 4,270,384 1,059,142 

Prepaid and deposits 190,272 147,140 

6,628,724 3,535,119 
Capital assets (note 4) 47,481,667 13,723,956 
a 
$ 54,110,391 $ 17,259,075 
LIABILITIES AND SHAREHOLDERS’ EQUITY 
Current liabilities: 

Accounts payable and accrued liabilities $ 11,713,405 $ 5,893,458 
Future income taxes (note 7) 10,709,212 4,306,242 
Future site restoration costs 287,277 18,798 
Shareholders’ equity: 

Share capital (note 6) 29,096,444 6,774,434 

Retained earnings 2,304,053 266,143 

31,400,497 7,040,577 
Commitments (note 8) 
$ 54,110,391 $ 17,259,075 


See accompanying notes to consolidated financial statements. 
Approved on behalf of the Board: 


Lunia: en naive Una 


A. Scott Dawson Harley L. Winger 
Director Director 
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AND RETAINED EARNINGS (DEFICIT) 


Year ended December 31, 2002 and 2001 


2002 2001 
Revenues: 
Petroleum and natural gas $ 20,364,373 $ 3,103,840 
Royalties (net of Alberta Royalty Tax Credit) (4,638,350) (227928) 
15,726,023 2,381,117 
Expenses: 
Operating 3,352,536 681,869 
Interest 125,413 17,191 
General and administrative 577,207 96,494 
Depletion and depreciation 7,939,778 1,149,724 
11,994,934 1,945,278 
Earnings before income taxes 3,731,089 435,839 
Income taxes: 
Current 37,500 ~ 
Future (note 7) 1,655,679 141,599 
1,693,179 141,599 
Net income 2,037,910 294,240 
Retained earnings (deficit), beginning of year 266,143 (28,097) 
Retained earnings, end of year $ 2,304,053 $ 266,143 


Earnings per share (note 6): 
Basic 
Diluted 


See accompanying notes to consolidated financial statements. 


Year ended December 31, 2002 and 2001 


Cash provided by (used in): 


Operations: 
Net income 
Items not involving cash: 
Depletion and depreciation 
Future income tax expense 
Funds from operations 
Change in non-cash working capital 


Financing: 
Issue of Class A shares, net of issue costs 


Investments: 
Business acquisition (note 3) 
Capital assets 
Change in non-cash working capital 


Decrease in cash 
Cash, beginning of year 


Cash, end of year 


Funds from operations per share: 
Basic 
Diluted 


Cash is defined as cash and cash equivalents. 


See accompanying notes to consolidated financial statements. 
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CONSOLIDATED STATEMENTS OF CASH FLOWS 


| 


2002 2001 
$ 2,037,910 $ 294,240 
7,939,778 1,149,724 
1,655,679 141,599 | 
11,633,367 1,585,563 
(3,254,373) (1,109,301) 
8,378,994 76,262 
24,672,151 3,753,989 
(3,618,243) un 
(34,316,255) (14,750,591) 
4,722,584 5,741,787 
(33,211,914) (9,008,804) 
(160,769) (4,778,553) 
2,328,837 7,107,390 
$ 2,168,068 $ 2,328,837 
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NOTES TO, CONS@LIDATED PISUAINIGITALSS TAT EMEBEN TS 


Year ended December 31, 2002 and 2001 


Incorporation: 


Tempest Energy Corp. (the "Corporation") was incorporated under the laws of the Province of Alberta on June 15, 2000 as Serious 
Energy Corp. On October 17, 2000, the Corporation filed Articles of Amendment changing its name to Tempest Energy Corp. and 
amending its capital structure to create the Class A and Class B shares. 


(a) 


Significant accounting policies: 


Consolidation: 
The consolidated financial statements include the accounts of the Corporation and its wholly owned subsidiaries and a 
partnership. All inter-entity transactions have been eliminated. 


Capital assets: 

The Corporation's activities for the year ended December 31, 2002 are related to acquisition of, exploration for and 
development of petroleum and natural gas properties. The Corporation follows the full cost method of accounting for 
petroleum and natural gas operations. 


All costs of exploring for and developing petroleum and natural gas properties and related reserves are capitalized into a cost 
centre. Such costs include those related to lease acquisition, geological and geophysical activities, lease rentals on non- 
producing properties, drilling of productive and non-productive wells, tangible production equipment, and that portion of 
general and administrative expenses directly attributable to exploration and development activities. Proceeds received from the 
disposal of properties are normally deducted from the full cost pool without recognition of a gain or loss. When a significant 
portion of properties is sold, a gain or loss is recorded and reflected in the statement of operations. 


Costs of acquiring unproved properties are initially excluded from the full cost pool and are assessed yearly to ascertain whether 
impairment has occurred. When proved reserves are assigned to the property or the property is considered to be impaired, the 
cost of the property or the amount of impairment is added to the full cost pool. Depletion of petroleum and natural gas 
properties and depreciation of production equipment are calculated using the unit-of-production method based upon 
estimated proved reserves, before royalties, as determined by an independent engineer. For purposes of the calculation, natural 
gas reserves and production are converted to equivalent volumes of petroleum based upon relative energy content. 


The Corporation annually applies a “ceiling test” to capitalized costs to ensure that such costs do not exceed the costs of 
unproven properties plus future net revenues from production of proved reserves at year-end product prices less future 
administrative, financing and site restoration and income tax expenses. 


Substantially all of the Corporation's exploration and development activities are conducted jointly with others and, accordingly, 
the financial statements reflect only the Corporation’s proportionate interest in such activities. 


Cash and cash equivalents: 
Cash and cash equivalents are comprised of cash and all investments that are highly liquid in nature and generally have a 
maturity date of three months or less. 


Future site restoration and abandonment costs: 

Site restoration and abandonment costs are provided for over the life of the estimated proven reserves on a unit-of-production 
basis. Costs are estimated each year by management in consultation with the Corporation's engineers based on current 
regulations, costs, technology and industry standards. The period charge is expensed and actual site restoration and 
abandonment expenditures are charged to the accumulated provision account as incurred. 
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2. Significant accounting policies (continued): 
(e) Future income taxes: 
The Corporation uses the liability method for calculating future income taxes. Temporary differences arising from the differences 
between the tax basis of an asset or liability and the carrying amount on the balance sheet are used to calculate future income 
tax assets or liabilities. Future income tax assets or liabilities are calculated using tax rates anticipated to apply in the periods 
that the temporary differences are expected to reverse. 


(f) | Flow-through shares: 
The resource expenditure deductions for income tax purposes related to exploratory and development activities funded by 
flow-through share arrangements are renounced to investors in accordance with tax legislation. Future tax liabilities and share 
capital are adjusted by the estimated cost of the renounced tax deductions when the shares are issued. 


(g) Stock-based compensation plans: 
Effective January 1, 2002, the Corporation has prospectively adopted the new accounting policies with respect to accounting 
for stock options. The Corporation's stock-based compensation plans for employees do not involve the direct award of stock, 
or call for the settlement in cash or other assets. No compensation costs are recognized in the financial statements. Any 
consideration received on exercise of the stock options is credited to share capital. 


(h) Per share amounts: 

Basic per share amounts are calculated using the weighted average number of Class A and Class B common shares outstanding 
during the year. Diluted per share amounts are calculated based on the treasury stock method. The weighted average number 
of shares is adjusted for the dilutive effect of options and Class B shares. The dilutive effect of options uses proceeds received 
on exercise of options to purchase Class A shares at the average price during the period. The weighted average number of 
shares outstanding is then adjusted by the net change. In addition, Class B shares are converted using the current market value 
for the Class A shares at the end of the period and then adding this amount to the weighted average number of shares 
outstanding. 


(i) Measurement uncertainty: 
The amounts recorded for depletion, depreciation and amortization of petroleum and natural gas properties and equipment 
and the provision for future site restoration and abandonment costs are based on estimates. The ceiling test is based on 
estimates of proved reserves, production rates, oil and natural gas prices, future costs and other relevant assumptions. By their 
nature, these estimates are subject to measurement uncertainty and the effect on the financial statements of changes in such 
estimates in future periods could be significant. 


(j) | Financial instruments: 
The Corporation has a price risk management program whereby the commodity price associated with a portion of its future 
production is fixed. The Corporation sells forward a portion of its future production through a combination of fixed price sale 
contracts with customers and commodity swap agreements with financial counterparties. The forward and futures contracts are 
subject to market risk from fluctuating commodity prices and exchange rates; however, gains or losses on the contracts are offset 
by changes in the value of the Corporation's production and recognized in income in the same period and category as the 
hedged item. 


3. Business acquisition: 
On June 6, 2002 the Corporation acquired all of the issued and outstanding shares of Point Bar Petroleums Ltd. (“Point Bar”), a 
company owned by a former Director of Tempest and a related family member. The Corporation paid fair value consideration of 
$4,715,605 based on the valuation derived from an independent reservoir engineer's report. The acquisition was accounted for using 
the purchase method with the results of operations being included from the date of acquisition. 
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3. Business acquisition: (continued) 


Allocated: 
Capital assets CA VAL 5D 
Working capital deficiency (1,097,362) 
Future income tax liability (2,397,150) 
$ 3,618,243 
Cost of acquisition: 
Cash $ 3,618,243 


The Corporation, prior to the acquisition, participated in a joint interest property with Point Bar, and as at December 31, 2001 carried 
a receivable from the related party totaling $369,157. The receivable was non-interest bearing with no specific terms to repayment. 
As at the date of the acquisition, the Corporation assumed the receivable totaling $914, ae and debt of Point Bar, the total of which 
is reflected through the $1,097,362 working capital deficiency above. 


Capital assets: 


Accumulated Net Book 
2002 Cost Depletion Value 
Petroleum and natural gas properties $ 56,335,428 $ 8,853,761 $ 47,481,667 
2001 
Petroleum and natural gas properties $ 14,906,418 $ 1,182,462 $ 13,723,956 


During 2002, the Corporation capitalized $860,339 (2001 — $732,980) overhead-related costs to petroleum and natural gas properties. 
Costs associated with unproven properties excluded from costs subject to depletion for 2002 totaled $9,500,000 (2001 — $3,600,000). 


As at December 31, 2002, the estimated future site restoration costs to be accrued over the life of the remaining proved reserves are 
$1,519,000. 


Included in depletion and depreciation is $268,479 (2001 — $18,798) of site restoration for the year ended December 31, 2002. 


Bank debt: 
The Corporation has a $13,500,000 revolving operating demand loan and a $500,000 treasury risk line. These facilities are with a 
Canadian chartered bank and all interest is at bank prime rate plus 1'/2 percent. The treasury risk line requires settlement with 
contract maturities with a maximum term of 24 months. The credit facilities are repayable on demand and are secured by a first fixed 
and floating charge debenture in the minimum face amount of $20,000,000. As at December 31, 2002, these facilities have not been 
drawn upon. 


Cash interest paid during the year, of which $161,670 was accrued at December 31, 2001, was $283,220 (2001 — $10,003). 


6. Share capital: 


(a) 


Authorized: 
Unlimited number of preferred shares. 


Unlimited number of voting Class A shares. 
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Unlimited number of voting Class B shares, convertible (at the option of the Corporation) at any time after December 31, 2003 
and before December 31, 2005, into Class A shares. The fraction is calculated by dividing $10 by the greater of $1 and the then 
current market price of Class A shares. If conversion has not occurred by the close of business on December 31, 2005, the Class 
B shares become convertible (at the option of the shareholder) into Class A shares on the same basis. Effective February 1, 2006, 
all remaining Class B shares will automatically be converted to Class A shares. 


(b) Issued and outstanding: 


Number of 
Shares Amount 
Class A shares: 
Balance, December 31, 2000 6,841,200 $ 982,347 
For cash on private placement 200,000 40,000 
For cash pursuant to flow-through share offering 1,066,667 4,000,001 
Tax effect of flow-through shares = (1,704,000) 
Share issue costs = (286,012) 
Tax effect of the share issue costs = 121,841 
Balance, December 31, 2001 8,107,867 SI S47 7 
For cash on share offering 4 833,332 19,000,000 
For cash pursuant to flow-through share offering 1,574,468 7,400,000 
Tax effect of flow-through shares = (3,116,880) 
For cash on exercise of share options 222,266 LAT 
Share issue costs = (1,820,366) 
Tax effect of the share issue costs = 766,/39 
Balance, December 31, 2002 14,737,933 $ 25,476,187 
Class B shares: 
For cash pursuant to public offering 653,476 $ 6,534,760 
Tax effect of flow-through shares ~ (2,914,503) 
Balance, December 31, 2001 and 2002 653,476 SUAS O20 05s 


To 


tal share capital on December 31, 2002 


$ 29,096,444 


2002 
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6. Share capital (continued): 
(c) Share Option Plan: 
The Corporation adopted a new stock option plan, which is subject to ratification by the shareholders. Under the plan the 
Corporation may grant options to its employees for up to 2,301,121 shares of Class A shares of which 1,563,000 were granted 
in 2002. The exercise price of each option equals the market price of the Corporation's stock on the date of grant and options 
have varying terms of 5 to 10 years and vest 1/3 per year over 3 years. 


i __ 


2002 2001 
Number of Wgt'd average Number of Wgt'd average 
options exercise price options exercise price 
Stock options outstanding, 
beginning of year 789,467 $ 0.43 = $ = 
Granted 1,563,000 3.74 789,467 0.43 
Exercised (222,266) 0.42 = — 
Cancelled or expired (13,334) 0.40 = = 
Stock options outstanding, 
end of year 2,116,867 $ 2.92 789,467 $) 0.43 
Exercisable at year-end 40,889 $ 1.32 = $ = 


The following table summarizes information about the fixed stock options outstanding at December 31, 2002: 


Options Outstanding Options Exercisable 
Range of Number Wagt'd average Wgt'd remaining Number Wgt'd average 
exercise prices outstanding exercise price contractual life years exercisable exercise price 
$ 0.40 505,161 $ 0.40 3.0 25,748 $ 0.40 
$ 260-$ 2.90 48,706 2.86 Sh 15,141 2.88 
$ 3.60-—$ 4.00 1,563,000 3.74 eZ - = 
2,116,867 Oya? 6.2 40,889 $) 32 


At December 31, 2002, 984,000 options are subject to and conditional upon the approval of the plan by the shareholders of the plan. 


(d) Pro forma disclosure: 
The fair value of each option grant is estimated on the date of grant using the Black-Scholes option pricing model with the 
following weighted average assumptions used for grants in 2002: zero dividend yield; expected volatility of 73 percent; risk- 
free rate of 5.0 percent; and expected life of 5-10 years. The weighted average fair value of stock options granted during 
the year was $2.69 per option. 


Had the Corporation accounted for employee stock options granted since January 1, 2002 using the fair value based method, 
the Corporation's pro forma net earnings and earnings per share would have resulted in $1,684,050 income, basic earnings per 
share of $0.14 per share and diluted earnings per share of $0.13 per share. These pro forma earnings reflect compensation cost 
amortized over the option’s vesting period. 
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6. Share capital (continued): 
(e) Per share amounts: 

Per share amounts have been calculated on the weighted average number of shares outstanding. The weighted average number 

of shares outstanding for the year ended December 31, 2002 was 11,929,497 (2001 — 7,715,681) 


In computing diluted per share amounts, 1,327,908 (2001 — 2,590,819) shares were added to the weighted average number of 
shares outstanding during the year ended December 31, 2002 for the dilutive effect of employee stock options and Class B shares. 


7. Income taxes: 


The provision for income taxes differs from the amount obtained by applying the combined Federal and Provincial income tax rate 
of 2002 — 42.1 percent (2001 — 42.6 percent) to income before income taxes. The difference relates to the following items: 


2002 2001 


eee EE Se UN Wee Se ULE ORE SEO HD Mas EMULE PANY Need Eh NOUN rae 
Statutory tax rate 42.1% 42.6% 
Computed “expected” income tax expense $ 1,570,788 $ 185,667 
Non-deductible Crown charges and other expenses 1,874,197 367,757 
Resource allowance (1,479,167) (203,281) 
Alberta Royalty Tax Credit (210,600) (98,193) 
Change in enacted tax rates (48,460) (115,744) 
Other (51,079) 5,393 
Future income taxes 1,655,679 141,599 
Capital tax 37,500 ~ 


$ 1,693,179 $ 141,599 


The components of the net future income tax liability at December 31, 2002 and 2001 are as follows: 


2002 2001 
Future tax liabilities: 
Capital assets $11,661,669 $ 4,647,108 
Future tax assets: 
Future site restoration costs (90,751) (6,006) 
Share issue costs (861,706) (334,860) 
(952,457) (340,866) 


Future income tax liability $10,709,912 $ 4,306,242 


2, 


8. 


CH 


Commitments: 


(a) 


Pursuant to the flow-through share offering which closed on October 16, 2002, the Corporation issued 1,574,468 Class A 
common shares for gross proceeds of $7,400,000. The Corporation renounced $7,400,000 to Class A shareholders, effective 
December 31, 2002. The Corporation has incurred $3,171,779 to December 31, 2002 and has until December 31, 2003 to expend 
$4,228,621 on qualified expenditures. 


Future minimum lease payments relating to operating lease commitments on the building are: 


2003 $ 299,364 
2004 306,419 
2005 246,595 

$ 852,378 


Financial instruments: 


(a) 


Foreign currency exchange risk: 
The Corporation is exposed to foreign currency fluctuations as crude oil and natural gas prices received are referenced to U.S. 
dollar denominated prices. 


Credit risk: 

A substantial portion of the Corporation’s accounts receivable are with customers and joint venture partners in the oil and natural 
gas industry and are subject to normal industry credit risks. Purchasers of the Corporation's natural gas, crude oil and natural gas 
liquids are subject to an internal credit review to minimize the risk of non-payment. 


Fair value of financial instruments: 

The Corporation has a price risk management program whereby the commodity price associated with a portion of its future 
production is fixed. The Corporation sells forward a portion of its future production through a combination of fixed price sales 
contracts with customers and commodity swap agreements with financial counterparties. The forward and futures contracts are 
subject to market risk from fluctuating commodity prices and exchange rates; however, gains or losses on the contracts are offset 
by changes in the value of the Corporation's production. 


As at December 31, 2002, the Corporation had fixed the price applicable to future production as follows: 


Time Period Commodity Type of Contract Quantity Hedged Hedged Price 


2003 Jan — Dec/03 WTI Oil Fwd Sale 300 bed US$ 26.00 
Jan — Dec/03 WTI Oil Fwd Sale 500 bed US$ 25.04 


The Company recognized a hedging loss of $516,018 for the year ended December 31, 2002. The estimated fair value of the 
fixed price contracts has been determined based on the amounts the Corporation would pay to terminate the contracts at 


December 31, 2002 and is as follows: 


Termination Price 


US$ 26.92 


Quantity 
800 bpd 


Hedged Price 
US$ 25.40 


Unrecognized Loss 


Cdn$ 703,846 


Time Period 


Jan —Dec/03 


The fair values of cash and cash equivalents, accounts receivable, prepaid and deposits and accounts payable and accrued 
liabilities approximate their carrying values due to their short-terms to maturities. 
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